The Year 1914. 


HE year 1914 was not one of aggres- 
sive business enterprise in any part of 
the world. The Balkan war had un- 
settled Europe, arousing racial antipa- 
thies and suspicions, and stimulating 

a dangerous rivalry in military preparations. In- 
dustry and trade in Eastern Europe had been 
seriously affected by two wars, by mobilizations, 
moratoriums and political uncertainties, and the 
influence extended to Berlin, Paris and London, 
the chief international money markets, and from 
there radiated to every country employing outside 
capital. Canada and the principal countries of 
South America which were using foreign capital on 
a large scale were obliged to curtail their operations. 
The United States was affected by the steady re- 
turn of its securities, depressing the home markets 
and absorbing capital which otherwise might have 
been available for new enterprises. 

In the United States other unfavorable conditions 
were present. The crops of 1913 were scant and 
the prices of food were necessarily high, enforcing 
economies in other directions, and prompting de- 
mands for higher wages. A new customs tariff, 
admitting foreign goods upon more favorable terms, 
and disturbing some important industries, had gone 
into effect. Whatever the relative merits of free 
trade and protection may be, either one is undoubt- 
edly preferable to the two taken alternately. 
Finally, the uncertainties attaching to the develop- 
ment of public policies with regard to the regulation 
of business and dissatisfaction with the state of the 
transportation industry under regulation, had a 
depressing influence. Congress continued in session 
nearly all of the year, occupied with measures 
designed to both restrain and compel competition, 
and to set up additional governmental machinery to 
that end. Agitation of this character always takes 
a wide range, and whatever the results may be 
eventually, the period of agitation is not conducive 
to business enterprise. 

The problem of regulating competitive industry 
presents an entirely new field of experiment, and 
everybody is entitled to have his own opinion as 
to the degree in which, and the means by which, it 
may be made successful. The differences of opin- 
ion are not so much over the evils that prevail as 
about the practicability and disadvantages of the 
various remedies proposed. There are two very 
old sayings, rooted in human experience, to the 
effect that a remedy may be worse than a disease 








U. S. SECURITIES 
GOVERNMENT FINANCE 
AND 

FEDERAL RESERVE 
SYSTEM 


NEW York, JANUARY, 1915. 


and that there is such a thing as jumping out of 
the frying pan into the fire. It has frequently hap- 
pened that legislation designed to effect a specific 
purpose has had results totally unexpected and 
undesired, and it is practically certain that every 
new condition created by legislation will present its 
own problems. This furnishes no conclusive argu- 
ment against new legislation, but does furnish justi- 
fication for the man who wants to feel certain that 
the new problems will not be more troublesome than 
the old. 

The new legislation is not extreme in character. 
The authority of the Trade Commission goes little 
beyond that of the Bureau of Corporations, which 
it supersedes. Its conclusions must be given effect 
through the regular courts. In the general policies 
which it seeks to establish it will doubtless. reflect 
the course of public opinion, but the business com- 
munity in the long run must expect to square its 
methods by the standards of that court of last 
resort. Indeed, the strongest argument against the 
policy of attempting to cover every abuse by legis- 
lation is based upon the evidence of experience that 
for many kinds of offenses publicity and public 
opinion are more certain and effective than the law. 

The falling off in construction work in the United 
States during the year is evidenced by the decline 
in pig iron production from 30,000,000 tons in 
1913 to about 23,500,000 tons or about 25 per cent. 
Taking the whole iron and steel industry, and con- 
sidering present capacity, veterans of the business 
are of the opinion that 1914 was about the worst 
year they have known. The poverty of the rail- 
ways had much to do with this, the output of steel 
rails falling from 3,000,000 tons to 2,250,000 tons, 
while car buying was at less than one-half the 
average of the last ten years. The Railway Age- 
Gazette reports the total miles of new railway built 
during the year at 1,532, which, excepting the year 
1895, is the smallest mileage built in any year since 
this publication began to keep a record, in 1892. 
It was the first year in which Canada built more 
railway than the United States. 

The 1914 crops of this country were large, the 
wheat and cotton crops the largest on record, and 
the total production of the six leading cereals 
aggregate nearly ten per cent. larger than in 1913. 
The world crops of grain, however, were below 
normal. 

The wheat crop of the Southern hemisphere, now 
just coming to market, will net perhaps 100,000,000 
for export, the Australian production being about 
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25,000,000 below her own requirements and the 
Argentine surplus estimated at 90,000,000 to 130,- 
000,000 bushels. 

The ‘inauguration of the Federal Reserve bank- 
ing system was a notable event in the United States 
during the year and the opening of the Panama 
Canal to commerce was another. 


The European War. 


The last five months of the year have been dom- 
inated by the European war. From the viewpoint 
of the United States this long-predicted catastrophe 
appears to have been wholly unnecessary, but so at 
this distance, and upon the surface of things, does 
our own great Civil War appear to have been 
unnecessary, for it was without even racial differ- 
ences or national rivalries to account for it. Recog- 
nizing the loyalty, patriotism and other splendid 
qualities of manhood that the soldiers of every one 
of the warring nations are showing, we deplore the 
seemingly useless waste of blood and treasure; but 
we are reminded that upon every great battlefield 
of our Civil War in recent years the surviving 
soldiers of both armies have met, embraced, testi- 
fied to their respect and affection for each other, 
and agreed that everything was settled for the best. 
The natural reflection is that with greater patience 
and a broader view this mutual respect might 
have been developed, and their differences adjust- 
ed without resorting to hostilities. The basic 
controversy that brought on the Civil War, i. e., the 
slavery question, would seem now to have been one 
that might have been settled equitably by the pay- 
ment from the national treasury of a much less sum 
than the war cost. The evident truth is that wars 
come because man is an unreasoning creature when 
his suspicions and passions are aroused, and the 
lesson applies not only to Europe and the war, but 
to America and most of the controversies that vex 
our political and social life. 

The international trade of the world has been 
diminished by approximately 40 per cent. as a re- 
sult of the war, and is running at the rate of about 
24-Billion per year instead of 40-Billion as 
usual. The United States and Great Britain have 
suffered less than other countries, but their official 
figures for four months when combined, show a 
loss of 27 per cent. And with all of the principal 
manufacturing countries, except the United States, 
engaged in the war, and the workers sent to the 
battlefields there is small prospect for improve- 
ment. 





articles considered contraband of war, the em- 
bargoes on wool and rubber, the scarcity of ships 
for freight movement and the existence of mora- 
toria in about a dozen countries outside the war 
area. 

Capital issues in London for the seven months 
of the year to August Ist aggregated $950,000,000, 
and for the four months from August 1, to De- 
cember 1, to less than $30,000,000. 


Gold Production and Holdings. 


The gold production of the world for the calen- 
dar year 1914 will probably fall from $12,000,000 
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to $15,000,000 below that for 1913, which was 
about $11,000,000 below that for 1912. This de- 
cline extending over two years, has been chiefly due 
to labor troubles in the Transvaal, where a strike 
occurred in 1913 with the result that the full rate 
of production has not yet been recovered. Includ- 
ing gains in Rhodesia and West Africa the net loss 
in Africa is about $5,000,000. Not much is known 
about the production of Mexico, but in view of 
conditions there it is probably not unreasonable to 
expect a falling off of $3,000,000. There has 
been a tendency for the Russian production to fall 
off, and it is probable that the war has affected it 
in some degree, possibly to the extent of $5,000,000. 
The production of Australasia has been declining 
for ten years, and is off about $2,500,000 this year. 
Canada is down about $1,500,000. These losses 
foot up $17,000,000. The United States has made 
a gain of approximately $2,500,000. Allowing that 
other gains and losses offset each other the net 
reduction of the world’s output would be $14,500,- 
000 and the actual figures would be about $440,- 
500,000 which are the lowest figures since 1907. 
It is worthy of note in this connection, however, 
that the imports of India during the year have been 
only about $35,000,000, whereas for the Indian 
fiscal year 1911-12 they were $133,560,027, and for 
1911-1912 they were $132,977,746. More new gold 
therefore has available in 1914 for the western 
world than in the previous years. 

The holdings of the United States Treasury 
December 31, 1913, were $1,290,420,350, and on 
December 24, 1914, they were $1,191,174,025. The 
holdings of national banks a year ago amounted to 
$240,559,233 and at date of last statement were 
$232,798,903. The net exports of gold for the 
eleven months, January to November, were $146,- 
612,012. 

The condition of the principal banks of issue of 
Europe on December 31, 1913, and about December 
1, 1914, is given below: 

Bank of Dec. 31, 1913. 
Austria Hungary. $250,000,000 
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Dec. 1, 1914. 
$257 ,000,000* 
54,500,000** 
828,250,000 
500,000,000 
80,000,000 
880,500,000 
113,000,000 
351,000,000 


«++ eee « « »2,463,000,000 $3,064,250,000 
* July 23, 1914. ** August 6, 1914. 

The gains of these banks have come in part from 
new production and in part from reduction of the 
stocks of the United States, South America and 
other countries. The banks of Russia, Germany 
and France increased their holdings largely in the 
first six months of the year. The Bank of England 
has made practically all of its gains since the out- 
break of the war. The Bank of Germany has con- 
tinued to gain during the war, from the circulation 
within the country. The difference between the net 
exports of the United States and the losses sus- 
tained by the Treasury and banks, was due to do- 
mestic production, less consumption in the arts. 
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Imports and Exports of United States. 

The imports into and exports from the United 
States in 1914 are compared with those of 1913 in 
the following table: 

IMPORTS 


1914 
$154,742,923 
148,044,776 
182,555,304 
173,762,114 
164,281,515 
157,529,450 
159,677,291 
129,767,890 
140,089,611 
138,080,520 
126,467,007 245,539,042 205,766,424 
120,000,000 233,195,628 230,000,000 
$1,792,596,480 $1,794,998,401 $2,484,018,292 $2,098,573,033 


* December, 1914, estimated on reports from 13 principal ports 
to December 26th. 


The Argentine Loan. 


One of the noteworthy events of the year was the 
closing on December 31st, of negotiations for a loan 
of $15,000,000 to the government of Argentina by a 
syndicate of banks in Boston, New York, Phila- 
delphia, Pittsburg and Chicago. The loan is in the 
form of six per cent. gold notes, running one, two 
and three years. Heretofore the Argentine Govern- 
ment has done all of its financing in Europe, and it 
is hoped that this ransaction may prove to be an 
augury of more intimate financial and commercial 
relations with the United States. 





EXPORTS 
1913 

$227,032,930 
193,996,942 
187,426,711 
199,813,438 
194,607,422 
163,404,916 
160,990,778 
187,909,020 
218,240,001 
271,861,464 


1913 
- $163,063,438 
149,913,918 
155,445,498 
146,194,461 
133,723,713 
131,245,877 
139,061,770 
137,651,553 
171,084,843 
132,949,302 
148,236,536 
184,425,571 


1914 
$204,066,608 
173,920,145 
187,499,234 
162,552,570 
161,732,619 
157,072,044 
154,138,947 
110,367,494 
166,052,333 
195,404,630 








The Present Business Situation. 





The business situation in the United States, while 
showing no pronounced change, is continuing to 
adjust and settle itself upon a surer basis. There 
is a creeping confidence abroad which has grown 
noticeably stronger from week to week as progress 
toward normal conditions has been made, but it is 
held in check by the foreign situation. 


The decision upon railway rates will help that 
important industry and through it several others in 
which unemployment has been large. The railroads 
generally show heavy losses in gross earnings, and 
the explanation is that while the grain and general 
merchandise movement is good, there is a heavy 
falling off in lumber, brick, cement, machinery, and 
other materials that enter into construction. The 
decision of the Steel Corporation to not reduce 
wages is generally accepted as indicating confidence 
in better times, but the management was known to 
be very reluctant to disturb wages; it has made a 
consistent record of liberality toward its employees 
and is disposed to go to the limit rather than take any 
backward step. However, there are tangible signs 
of improvement in steel. 

In three historic years a great wheat crop in the 
United States, coincident with an unusual foreign 
demand, has furnished the impetus for great pros- 
perity, to wit, in 1879, when it tided the country 
easily over the task of resuming specie payments; 
in 1891, when it produced the boom year of 1892; 
and in 1898, when after years of almost continuous 
gold exports it reversed the movement, and started 
the most remarkable period of expansion the coun- 
try has ever known. The same situation now ap- 
pears again. Our exports of wheat are on an un- 








paralleled scale at high prices, and the movement 
is quite certain to continue until our surplus is 
exhausted. 

Money is becoming very easy in the centers, and 
the situation is relaxing in the country, as shown 
by the steady retirement of Aldrich-Vreeland cur- 
rency, and the reduction of the discount rates of 
the Federal Reserve banks. Reports from the grain 
states where the farmers are in a most commanding 
position, show that bank deposits have only lately 
begun to rise, indicating that the crop has moved 
slowly. The main stimulus from the prosperity of 
this region therefore is yet to be felt. 

Capital is accumulating and there is a good in- 
vestment market for high class securities. Small 
issues by the Canadian Pacific and Chicago & 
Northwestern have gone off with a rush, and un- 
doubtedly the country has large purchasing power 
in reserve. 

It will be seen that many of the fundamental 
conditions are working into a state favorable to an 
industrial revival. Contractors, and manufacturers 
in all lines of construction materials, are making the 
lowest prices known in years. Labor if not cheaper 
per hour is cheaper in results, for a choice can be 
made. In the private business field, with individ- 
uals or corporations who are able to go ahead with 
their plans without resorting to the security markets, 
these conditions always make a strong appeal. 

Over against these encouraging conditions, there 
looms up the European situation. No calculations 
for the future can be made without regard for the 
influence of the war, and as there is no knowing 
how long the war will ‘ast, large undertakings, 
which involve public financing, and committments 
for the future, are not likely to be begun. More- 
over, it will have to be an exceptionally promising new 
enterprise that can make a stronger appeal to capital 
than the old and seasoned securities and govern- 
ment bonds that for a long time will be available on 
on unusual terms. This is the underlaying weakness 
of the industrial situation. 


The Stock Exchange. 


The reopening of the Stock Exchange has done 
much to allay the fears of a sudden withdrawal of 
European capital. Of course, it has afforded no 
proof that our securities will not come home; there 
is still every reason to expect that Europe will sell 
American stocks and bonds more or less steadily 
throughout the war and following the war, but it 
has now been demonstrated that there is no pres- 
sure to realize at this time, and it is probable that 
the selling will take place gradually and with re- 
gard to the condition of the market. It now appears 
that great government loans can be raised in for- 
eign markets without displacing present holdings. 
Happily, too, the action of the Inter-State Com- 
merce Commission in granting the rate increase 
will strengthen the confidence of foreign holders in 
our securities and make them more unwilling to 
sell at a sacrifice. To the extent of any availahle 
balance that may be due us in the foreign trade 
account, we are quite able to take securities in 
settlement. We do not need more gold ; we could even 
spare a moderate amount from time to time, as our 











stock is being continually replenished from the 
mines of this country, Canada and Mexico, and 
the increased effectiveness of banking reserves 
under the new reserve system gives assurance that 
there will be no lack of credit or currency in this 
country during the coming year. 

The foreign trade situation contributes to our 
security. Although our total exports have not been 
running ahead of last year, owing to the falling off 
in cotton, our imports have also declined, and the 
trade balances in our favor since September have 
been quite satisfactory, to wit: October, $57,- 
305,074; November, $79,299,417; December (ap- 
proximately), $100,000,000. Heavy sales of wheat 
have been made ahead of vessel room, so that the 
wheat movement will be on until May or June, and 
with cotton now doing better and with the demand 
for war supplies, there appears to be no reason to 
expect a decline in our export balances. 


The Cotton Situation. 





The cotton situation has been decidedly more 
cheerful of late, in face of conclusive proof that 
the crop will turn out the largest ever raised. The 
export movement has greatly improved, and for the 
month of December has amounted to 1,110,595 
bales, which compares with 1,230,000 bales in De- 
cember, 1913. For the crop season the record is 
2,444,133 bales as agains: 5,349,312 bales in 1913. 
The United States Consul at Berlin, after an in- 
quiry made by direction of the State Department, 
has reported that Germany will take 2,000,000 bales 
from this crop, if it can be delivered. Austria- 
Hungary is reported as wanting 800,000 bales, and 
arranging credits to pay for it. Russia and Italy 
are also reported as wanting cotton. Japan has 
been buying liberally. Finally, the increased acreage 
sowed to winter wheat in the South seems to give 
some tangible assurance that the acreage planted to 
cotton will be reduced. These developments have 
enabled the market to overcome the weakness 
caused by the government crop report and have 
imparted a degree of confidence to buyers which 
they had not previously shown upon this crop. 

Following the government report prices went off 
$3 to $4 per bale, and in an open market, with cot- 
ton changing hands freely, the decline has been 
recovered. This must be regarded as a demonstra- 
tion of inherent strength, and would appear to es- 
tablish cotton upon a firmer basis than it had 
reached before. This fact should tend to settle the 
cotton goods situation, and to strengthen the market 
for both goods and staple. The crop is moving 
rapidly, yielding an average price to the farmer a 
little under 7 cents at the local markets in the South. 
While this is a low price, it will yield a large 
amount of money in the aggregate, and in view of 
all the circumstances cotton is generally regarded 
as doing very well. The situation is the more im- 

essive because the $135,000,000 pool for cotton 
oans has not been in effect, and the showing of 
strength has been made without artificial support 
of any kind. 


The Railway Rate Case. 








The outcome of the railway rate case may be 
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counted not only the most important event with 
reference to the present business situation that 
could have occurred at this time, but one of the 
most important developments of recent years. This 
not so much for the immediate results of the de- 
cision upon the revenues of the companies, as be- 
cause of the attitude of the public upon the case 
and the assurances conveyed by the language of the 
Commission. Public opinion as reflected by the 
press, commercial bodies and representative busi- 
ness men generally, was outspoken in favor of an 
affirmative decision, and the majority of the Com- 
mission went to the very core of the question in 
declaring that “the means of transportation are 
fundamental and indispensable agencies in our in- 
dustrial life and for the common weal should be 
kept abreast of public requirements.” That should 
dispose finally of narrow attempts to balance or 
set off the interest of shippers against the interest 
of the railways. There can be no such issue at a 
time when rates are clearly unremunerative. It is 
for the public interest that the railways shall be 
kept in serviceable condition, and the income neces- 
sary to do this is not to be determined by abstract 
arguments, but by what is required to attract new 
capital to them in competition with other forms of 
investment. 

Failure upon the part of the Commission to 
recognize this fundamental fact would mean that 
government supervision of privately owned roads 
was a failure and that in order to provide for rail- 
way expansion in the future it would be necessary 
for the government to take over the lines and sup- 
ply the new capital. Those who believe that trans- 
portation would cost more under government man- 
agement than under private management of course 
rejoice over the Commission’s decision. They want 
government supervision to be a success. 


Railroad History. 


The people of the United States, including the 
railway managers, have learned as the result of ex- 
perience, a great deal about the railway business 
and its proper relations to the public that they did 
not know from the beginning. The business de- 
veloped loosely, and under highly competitive con- 
ditions. There was a vast area of rich country re- 
quiring railways for its development, and the people 
were eager for their construction. They were not 
concerned in earlier days about limiting the earn- 
ings upon railway investments; they were thinking 
about the benefits that railways would bring. And 
it is only fair to say that as a rule they realized 
all that they anticipated. The people who built the 
railways, generally speaking, would have made 
more money if they had let others build them, and 
had put their own money into lands and city prop- 
erty and enterprises along the lines, and there is no 
general complaint about water in the value of these. 

There was water in the early stock issues, every- 
body knew it and assented to it, and if there had 
been no water or other opportunity for profit in 
them above six per cent interest, the roads cer- 
tainly would not have been built when they were 
built, and the country would not have been 
developed when it was developed. As to whether 
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it was best that development should be hastened, 
it is hardy worth while now to argue; suffice it to 
say that a great many things would have been differ- 
ent if railways had never been built except upon 
condition that the projectors would take all the 
chances of loss and be limited in the event of suc- 
cess to six per cent returns upon capital actually 
invested. 

However, not only was there water in the early 
securities, but it will be admitted that there has 
been water, and in unjustifiable quantities, in some 
issues in comparatively recent times. It would be 
very difficult to show that such issues have had any 
effect upon railway rates; on the contrary it has 
been evident in every notorious case of the kind 
that efforts to make the public pay returns upon 
unreasonable and arbitrary stock issues are un- 
availing. It is a profound truth too little appreciated 
that fortunes in industry are not made by arbitrary at- 
tempts to hold up the public ; such fortunes are made by 
creating benefits and dividing them with the public. 

Due allowance must be made for the effect upon 
public opinion of instances of the type referred to, 
and no fair friend of the railways will deny that 
in the course of the evolution of railroading and 
of public policy upon the subject the railways made 
many mistakes. They were the mistakes of indi- 
viduals then in authority, and of their day and point 
of view; they should have nothing to do with the 
determination of questions of policy now. 

There is encouraging evidence that the popular 
hostility engendered by the controversies of the 
past has been subsiding, and that a better under- 
standing between the roads and the public is being 
reached. That the latter is responsive to a convinc- 
ing state of facts, properly presented, is shown by 
its attitude toward this first successful application 
for a general advance of rates. It was shown, too, 
in Missouri in November, when the “full-crew” 
law, a sample of the legislation which has been 
vexing the railways in other states, was submitted 
to the electors and defeated by a vote of 324,085 
to 159,593. The lesson from these events is that 
railway managers should spare no efforts to thor- 
oughly inform the public with all the facts neces- 


sary to a clear understanding of the railway situ- 
ation. 


Recent Railroad Development. 


When it is generally understood what an enorm- 
ous amount of new capital has been honestly put 
into the railways in recent years for their improve- 
ment, and how the efficiency of their service has 
been raised by this expenditure, little more will be 
said about water in the early stock issues, for the 
simple reason that those issues have become insig- 
nificant in the capitalization, and as compared with 
the actual expenditures upon the properties. The 
work completed a few days ago by the Baltimore 
& Ohio Railway upon what is known as the “Mag- 
nolia cut-off” in Maryland, illustrates these new 
investments. Upon this cut-off, eleven miles long, 
$6,000,000 has been expended in the last four years, 
to increase the efficiency of a division handling 
seventy freight trains and fifteen passenger trains 
aday. The Baltimore & Ohio Company has added 
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$146,000,000 to its property investment since 1902 
in work of this character. 

For the fiscal year ended June 30, 1914, its gross 
income was $105,050,000, an increase of 55 per 
cent. over 1902, but its net income was about 
$1,000,000 less than in 1902. During that time, 
and by means of the capital expenditures, the aver- 
age freight train load was raised from 400 tons to 
619 tons. 

The Chicago & Northwestern Railway is one of 
the well-managed western lines and its experience 
will serve to illustrate that of others. It has added 
$118,000,000 to its capital investment in eight years, 
every dollar of it a bona-fide expenditure of money, 
The mileage has been increased from 7,429 to 8,071. 
A new terminal has been provided in Chicago, the 
average tractive power of its locomotives has been 
increased 50 per cent., the average capacity of its 
freight cars has been increased from 28 to 37 tons, 
and the gross income has increased approximately 
$22,000,000, but the net earnings for the last fiscal 
year were $1,246,000 less than in 1905-06. 

These capital expenditures have been chiefly upon 
lines already in operation for the purpose of secur- 
ing greater efficiency. No such increase of tonnage 
as has occurred could have been handled at all, to 
say nothing of being handled at current rates, but 
for these outlays. In order to reduce the dead load, 
freight cars have been more than trebled in ca- 
pacity since 1870 and nearly doubled in the last ten 
years. In 1870 the typical freight car in the United 
States was of ten tons capacity, but on June 30, 
1913, the average capacity of all the freight cars 
in use in the United States was 38.26 tons. The 
gain in efficiency of the roads since 1880 is shown 
by the following statement: 


No. Railway Tons of Freight Carried One Mile. 
Total. 


Employees, Per Employee 
TBSS,. ccccscvecvcce 418,957 82,348,846,693 77,2138 
3B88... cece cccecéve 749,301 76,207,047,298 101,704 
1980. sccssecccccce 1,017,653 141,596,551,161 139,140 
1910. ccodccveccces 1,699,420 255,016,010,451 150,061 
1918. wcccccccccces 1,815,239 801,398,752,108 166,038 


These capital expenditures are not at an end. 
They must go on if the roads are to be improved in 
the future as in the past. Electrification looms up 
as a huge expense not far off. 

With these facts in view it will be seen that the 
chief problem is not that of determining to a nicety 
what rates will barely compensate the capital now 
invested in railways, but rather how to secure the 
additional capital required to keep the roads up to 
the growing needs of the country. 


The Government in Business. 





The various emergency measures adopted by the 
governments of the countries at war and the gov- 
ernments of other countries affected by the war, 
for the purpose of supporting industry and credit, 
and of assuring food supplies and employment for 
the people, are regarded in some quarters as sig- 
nificant of noteworthy progress toward socialism. 
Of course the socialists think so, and people who 
do not like any movement in that direction have 
misgivings about it. It would seem, however, that 
the most to be said for this view is that such meas- 
ures familiarize the public with the idea of putting 
the government into industry; certainly they offer 








no proof of the wisdom of such policies under 
ordinary conditions. These measures have not been 
adopted because they offer any permanent advan- 
tages over private facilities, but as makeshifts in 
the absence of the latter. 

The fact is that however socialistic these meas- 
ures may appear to be in character, they are despot- 
ically administered, and if they prove anything it 
is the merits of despotic, rather than socialistic 
government. While in the face of a great emerg- 
ency there is general assent to having the govern- 
ment exercise arbitrary authority and use the pub- 
lic credit almost without stint, how long in time of 
peace would government management of business 
affairs escape criticism? 

In view of the circumstances at the time it may 
have been advisable for the British government to 
safeguard the supply of so important an article of 
food as sugar, by buying a year’s stock in the first 
two weeks of the war. But in doing so it forced up 
the price to 7% cents per pound, with the result 
that after its purchases were completed the price 
receded to less than 5 cents per pound, and it now 
seems probable that for the year to come the Eng- 
lish people will pay more for their sugar than the 
rest of the world. Representatives of the British 
industries which consume sugar in large quantities 
have recently held a meeting for the purpose of pe- 
titioning the government to take its loss on sugar 
and sell the accumulated stock at the natural 
market price. A report of the meeting says: 

Mr. George E. Davis president of the Manufacturing 
Confectioners’ Alliance, said the confectionery manufac- 
turers of Great Britain wished to do nothing that would 
embarrass the Government in the measures it was taking 
to prevent trading with the enemy, but they did object 
to the unnecessary rise which had taken place in the 
ee of sugar as a result of the Government’s action. 

n the outbreak of war, when there was almost a state 
of panic, sugar increased in price by 120 or 130 per cent. 
The Government, with the best intention in the world but 
little wisdom, bought up large quantities from the mar- 
kets of the world while those markets were influenced by 
the panic. They (the traders) believed that if the Gov- 
ernment had not entered the market prices would have 
fallen. As it was the increased price seemed as if it 
might rule for the duration of the war. People were 
called upon to pay not only much more for our sugar 
than our enemies, but much more than neutral countries 
were paying. 

The most successful example of industrial 
achievement by the United States government has 
been the construction of the Panama Canal, al- 
though owing to acts of Congress relative to labor 
conditions, the work cost considerably more than 
the engineers estimated. That work, however, was 
not carried on under socialistic conditions by any 
means, but under military rule. The man in charge 
was not elected to his position by popular vote. 


Rural Delivery of Mail. 





The example of governmental management most 
commonly cited by those who advocate an extension 
of such activities is that of the Post Office Depart- 
ment, but the operation of that Department affords 
some very striking illustrations of the weakness of 


political administration. The Postmaster-General 
in his recent report, discusses at some length the 
cost of rural free delivery, and particularly the 





compensation of the carriers, whose pay has been 
frequently raised by Congress, without recom- 
mendation by the Department. Incidently it may 
be remarked that the division of authority between 
the Departments and Congress is one of the chief 
obstacles to efficient management. “I deem it my 
duty,” says the Postmaster-General, “to direct the 
attention of Congress to the fact that this service is 
entailing upon the Public Treasury an annual ex- 
pense of $40,000,000 in excess of the revenues pro- 
duced by the service.” He gives the following 
table to show how the cost of the service “has in- 
creased over the benefits to the public”: 


Cost of Number Cost per Carrier’s 
Service of Patrons Patron Salary 
$14,840 44,280 


21,209,580 
22,494,240 
22,787,460 
23,114,700 


41,859,422 
45,642,766 
47,377,070 23,572,080 
60,210,000 23,636,500 

The Postmaster-General also calls attention to 
what would seem to be the obvious necessity of fix- 
ing the pay of carriers with some regard to the 
amount of mail they carry and the time required 
to cover their routes, these considerations having 
been ignored in the past. Carriers delivering over 
20,000 pieces per month, over routes requiring 8% 
to 12 hours, and frequently upon rough mountain 
roads, have the same pay as carriers delivering less 
— 3,000 pieces in 3 to 6 hours’ time over good 
roads. 

It would seem that distributing mail from house 
to house was a simple task which the government 
might plan and execute with a reasonable degree 
of efficiency, but the Postmaster-General recom- 
mends that the entire rural delivery service be 
changed to the contract system, and estimates that 
$15,000,000 to $20,000,000 per year can be saved 
by so doing. In other words he favors private 
administration of the rural delivery service. 

But the rural delivery is not the only branch of 
the postal service that is not self-sustaining. The 
Postmaster-General reports that the second-class 
mail matter delivered during the last fiscal year 
amounted in the aggregate to 1,088,686,120 pounds, 
upon which the government collected a charge of 
one cent per pound. He quotes the report of the 
Joint Congressional Committee of 1911, which 
found the cost to the Government of handling this 
class of mail to be approximately 6 cents per pound, 
thus indicating a loss on second-class matter last 
year of over $50,000,000. It appears, therefore, 
that in a business the total earnings of which were 
$287,000,000, two departments are running $90- 
000,000 behind their earnings, but the losses are 
being made up by excessive charges in other de- 
partments and upon other patrons. 

The Postmaster-General also states that no 
allowance for rent or charge for the investment 
in Government buildings is included in the costs of 
the postal service, it being considered that this is 
offset by the franking privilege; which serves as a 
reminder that the franking privilege has been 
charged with a good many abuses on its own ac- 
count. It should be added that not only the first 





cost of postoffice buildings, and their repair and main- 
tenance, but the cost of heating and lighting them 
and of janitor service are met from the general 
fund of the Treasury without reimbursement from 
the postal revenues. 


Inherent Weakness of Government Management. 


Allusion has already been made to the joint re- 
sponsibility of the executive departments and the 
Congress as one of tle inherent handicaps upon 
government operations. Nobody is to blame for 
the fact that difficulties arise under such a division 
of authority; they are unavoidable. Congress 
holds the purse strings and must have a say about 
the expenditures but Congress is a changing body 
about one-third of which goes out at every elec- 
tion, and is replaced by new men. The executive 
departments are in immediate charge of all ser- 
vices, but the heads of these change almost as fre- 
quently. To have continuous and consistent, yet 
progressive business policies and superior ad- 
ministration from such a hap-hazard organization 
is too much to expect, to say nothing of the po- 
litical considerations which in the nature of things 
must make themselves felt in greater or less degree. 

The chief source of error, however, among the 
advocates of governmental operation is in think- 
ing of business methods as fixed, permanent and 
governed by rules, to be learned but once, whereas, 
in the open business world there is a constantly 
changing order of things. In the government ser- 
vice precedent naturally has great weight. Every 
government official is conscious that every action 
he takes is subject to scrutiny, criticism and even 
misrepresentation; everything he does must have 
a complete and clear record and be amply justified 
by the conditions. Hence the precautions which are 
ridiculed as “red tape” because they seem unneces- 
sary to people who do not understand government 
business. In fact they are a necessary feature of 
government business. Without them laxity and 
scandal develop. For the same reason the govern- 
ment official is conservative about adopting new 
methods. He is justified in continuing to do things 
as they have been done; if he tries an experiment 
which turns out a failure and involves loss of public 
money, he is subject to criticism, not merely as to 
his efficiency, but possibly involving his honor, 
while if the experiment is a success, there is no 
pecuniary reward and perhaps but slight personal 
recognition. 

In the competitive field on the other hand, every 
process and method, and every individual, is con- 
stantly being brought to the test in comparison with 
an alternative or rival. The experiments are tried 
out at the expense of the experimentor; thousands 
fail, but others succeed, creating new standards of 
praire and constantly raising industry to higher 
evels of efficiency. 

A careful student of the subject has recently 
summed up this fundamental argument against the 





extension of governmental activities in the follow- 
ing words: 

Nothing seems so effective as a spur to efficiency, 
rofessional work, as the spur 
cally impossible for a man 


whether in business, art, or p 
of competition. It is psychologi 





to race against himself, except for short periods and under 
special conditions. The presence of actual or potential 
competition is the only sufficient spur for long-sustained 
effort at the highest pitch of effectiveness.* 


* Corporate Promotions and Reorganizations, Professor 
Arthur S. Dewing, Harvard University Press. 


Bank Acceptances. 


Prior to the enactment of the Federal Reserve 
banking law, and during the several years that a 
new banking system was under discussion, much 
was written about the desirability of introducing 
into this country the class of commercial paper 
known as Bankers’ Acceptances, which has been 
recognized as the choicest paper in the European 
money markets. In the opinion of many authori- 
ties the introduction of this paper would contribute 
greatly to the success of such a banking system as 
was then being sought for this country. The 
Monetary Commission plan, otherwise known as 
the Aldrich plan, provided for such acceptances in 
both foreign and domestic trade, but the new law 
authorizes them only in the foreign trade. The new 
state banking law of New York authorizes them in 
both foreign and domestic trade. 

These acceptances are commonly made by a bank 
in behalf of its regular customers, with whose 
affairs it is entirely familiar, but they may be ar- 
ranged for by others upon giving proper security 
for meeting the paper at maturity. A New York 
merchant who desires to buy coffee in Brazil ar- 
ranges with his banker to accept a draft drawn di- 
rectly upon the New York Lank by the coffee ship- 
per. On the strength of an agreement by a well- 
known bank to accept such a draft, when accom- 
panied by bill of lading, ‘nsurance papers, etc., for 
the coffee, the draft can be sold at once to a bank 
in Brazil, which will forward it with the documents 
to its correspondent bank in New York for pre- 
sentation, acceptance and sale in this market. 

The first great merit of this form of paper is that 
it enables the merchant to negotiate for coffee on 
the best possible terms, for the Brazilian seller 
knows that he can realize on the draft immediately, 
and he is able to do this because his banker knows 
that it can be sold in New York as soon as it has 
reached there and is accepted. This is all because 
a credit that is above question has been introduced 
into the transaction from the beginning. The ac- 
cepting bank charges a small commission, a frac- 
tion of one per cent. for its services, but expects 
its Client, the merchant, to provide the cash for 
meeting the liability at least two days before ma- 
turity. A failure to meet this obligation would 
end all accommodations of this character for him. 

The development of this class of paper has done 
much to make London the leading money market 
of the world. Up to this time when a New York 
merchant wished to buy coffee in Brazil it has been 
necessary for him to arrange through his own 
banker in New York to have a London bank accept 
draft therefor. London thus took a commission 
upon practically all our purchases in foreign coun- 
tries, without advancing any money, for the Amer- 
ican b:yer (or his banker) was obliged to be on 
hand to meet the draft at maturity, on the penalty 
of losing his credit. 
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This business has developed in London until it 
has attracted millions of money from other coun- 
tries, which is employed in carrying acceptances 
based on the trade of the whole world. It has cre- 
ated a great loan market, on the safest class of 
paper known, and the security and attractiveness 
of the business has brought about very low interest 
rates in it, so low, indeed, that they make London’s 
position as the premier money market almost un- 
assailable. It is idle to talk about New York’s 
becoming a rival to London unless it can develop a 
similar market. There must be such an apprecia- 
tion of the bank acceptance as an absolutely safe, 
and also perfectly liquid, asset, that there will be 
a great and constant market for this class of paper, 
and at rates approximately as low as those pre- 
vailing in London. Otherwise the world will con- 
tinue to go to London. 


This is the problem which the authors of the 
Federal Reserve Act, and of the New York Bank- 
ing Act, had in view. The first step toward 
creating such a market was to have a strong central 
organization authorized to buy these acceptances. 
This the Federal Reserve banks are authorized to do, 
and the fact that they will buy them will make them 
not only good for cash at maturity, which is seldom 
beyond 90 days, but good for cash immediately, at 
any time. In the vaults of a member bank they 
are almost the same as an additional cash reserve, 
and this is the inducement which is counted upon 
to secure rates comparable to those ruling in Lon- 
don upon the same class of paper. 


It will be seen that this paper is designed to fill 
a special place in our system. It is particularly de- 
sirable for the Reserve banks, which are less con- 
cerned about their earnings than about keeping in 
liquid condition, and special rules applicable to it 
will be announced, it is understood, before long. 
It is*not supposed that individual banks over the 
country will want to carry large amounts, as the 
earnings would be low, but they may well consider 
the advisability of carrying moderate amounts as 
supplemental to their cash reserves. Unquestionably 
the reduction in required reserves which is allowed 
by the Federal Reserve Act was granted upon the 
theory that paper of this character would form a 
part of bank assets in the future. 


The subject has recently been presented to the 
banks of the country through the following letter, 
from the Chairman of the National City Company, 
which will make a specialty of handling bank ac- 
ceptances, in which he says: 


Under the new bank act, National banks are authorized 
to accept drafts based upon the importation and exporta- 
tion of merchandise. State banks in New York, under the 
amended laws of that State, also have this power, as to 
both foreign and domestic business. If these powers are 
to. be made potential, and they are essential to the proper 
working of the new banking system now being initiated, 
a general discount market for these bills must be created. 
To that end, we are discounting and offering for sale 
prime bills drawn upon, and accepted by, National and 
State banks. Would you be interested in investing any 
surplus funds in this paper? We can offer you prime 
bills accepted by the National City Bank of New York, 
maturing in ten to ninety days, upon an attractive basis, 
and can also quote acceptances of leading State institu- 
tions. We trust that the exceptional merit of this paper 





will interest you, and invite your correspondence on the 
subject. 


Yours very truly, 


SAMUEL McROBERTS, 
Chairman. 


Report of Comptroller of the Currency. 





The annual report of the Comptroller of the 
Currency for the fiscal year ended June 30, 1914, 
was given to the public on Thursday. It contains 
the usual statistical information, very complete data 
concerning the Federal Reserve banking system, 
and several recommendations by the Comptroller 
for new legislation. The most important of these 
is relative to additional penalties for violation of 
the provisions of the national bank act and of the 
regulations of the Comptroller’s office. He urges 
that more power be given to the Comptroller for 
dealing with such infractions. He recounts these 
offenses and submits his recommendations as fol- 
lows: 

SOME OF THE OFFENCES COMMITTED BY BANKS 
AND BANK OFFICERS. 


Among the many abuses and violations of law and regu- 
lations with which the department has to contend are 
excessive loans, overdrafts, loose and unbusinesslike 
methods of accounting, excessive borrowings by the banks, 
investment of the bank’s funds in securities not authorized 
by law, charging of usurious rates of interest, unlawful 
loans on real estate, excessive loans to officers, clerks and 
employees of the bank employing them, loans to a bank’s 
officers or employees and others through “dummies,” loan- 
ing money, directly or indirectly, upon the bank’s own 
stock, transactions of a brokerage or commission business 
by the bank’s executive officers, the commissions thus col- 
lected being sometimes appropriated personally by the 
officers and sometimes going directly or indirectly to the 
bank; false statements of directors as to ownership of 
stock, false statements made by bank officers, such as 
including as cash or cash items memoranda of moneys due 
from one source or another which do not represent actual 
cash and can not be immediately converted into cash; and 
failure or refusal when so directed to charge off bad debts 
and other ascertained losses; delay on the part of directors 
in taking the oath of office. 

For many of the offenses indicated the only penalty 
which can be enforced by the Comptroller’s office is the 
forfeiture of the bank’s charter by suit in the United 
States court. This in many cases would prove a great 
hardship to innocent stockholders and depositors, and can 
only be resorted to with much reluctance by this office. 

It is earnestly recommended that the law be so amended 
as to place it within the power of the Comptroller’s office 
to penalize by imposition of appropriate fines, all infrac- 
tions and violations of the law and regulations of the 
office; and it is suggested that these fines should be 
imposed upon the offending officials as well as upon the 
bank. Certain violations of the law and regulations should 
be punishable with imprisonment as well as a fine, suits to 
enforce such penalties of course to be instituted by the 
Department of Justice in the United States courts. 


He would have steps taken to hold directors to 
more strict account under that provision of the 
national bank act which makes them individually 
responsible for losses which accrue to a bank by 
reason of any violation of law. To this end he 
suggests that the Comptroller, with the approval of 
the Secretary of the Treasury, be given the power 
to require the removal of any director or officer 
guilty of a violation of any of the more important 
provisions of the national bank act and to direct 
that suit be brought in the name of the bank against 
any such director for malfeasance or misfeasance 
in office. He recommends an amendment to the 





national bank act to provide that no bank in the 
system shall hold deposits in.excess of ten times its 
unimpaired capital and surplus, and is disposed to 
think it might be wiser to make this limitation eight 
times the capital and surplus. 


The other recommendations and suggestions are 
of minor interest.* 


Regulations Covering Real Estate Loans. 


Sir: 

In a circular letter from this office dated April 15, 1914, 
you were advised that, in accordance with Section 24 of 
the FEDERAL RESERVE ACT, National banks not 
situated in a Central Reserve City were authorized to 
make loans secured by REAL ESTATE, provided they 
conformed to the requirements of the law, including the 
following: 

“1, Real estate security must be FARM LAND; 

“2. It must be IMPROVED; 

“3. There must be no PRIOR LIEN; 

“4, Property must be located in the SAME FEDERAL | 





RESERVE DISTRICT AS THE BANK mak | 


ing the loan; 


The amount of the loan must NOT EXCEED 50 
PER CENT. OF THE ACTUAL VALUE OF | 
THE PROPERTY upon which it is secured; 

The loan must not be for a period longer than 5 
years; 

The total of such loans by any bank must not | 
exceed one-third of its time deposits and must | 
in no case exceed one-fourth of the capital and 
surplus of the bank.” | 

You were subsequently informed by circular letter that | 
as it had been claimed that there was a possible ambiguity | 
in the language of the Act so far as the limitation ngs 
the amount of Real Estate loans which can be made by 

National banks is concerned, the Comptroller, with the 

unanimous concurrence of the Reserve Bank Organization 

Committee, had determined that it would be best that 


“5 


“6, 


“on. 


National banks should observe the minimum limit in the 
matter of such Real Estate loans UNTIL the Federal 
Reserve Board should have had the opportunity of tully 
considering and interpreting the language relating to the 
limitation on such loans, 

You are now advised that the Federal Reserve Board 
has, after careful consideration, decided that the language 
of the Act justifies the Board in making a regulation that: 

“The maximum amount of loans which a National bank 
may make on Real Estate under the terms of Section 24 
of the Federal Reserve Act shall be limited to an amount 
not in excess of one-third of its time deposits at the time 
of the making of the loan, and not in excess of one-third 
of its average time deposits during the preceding calendar 
year: PROVIDED, however, that if ‘one-third of such 
time deposits’ as of the date of making the loan, OR 
‘one-third of the average time deposits for the preceding 
calendar year’ shall have amounted to less than ‘one-fourth 
of the capital and surplus of the bank’ as of the date of 
the loan, then, in that event, the bank shall have authority 
to make loans upon Real Estate under the terms of the 
| Act to the extent of ‘one-fourth of the bank’ s capital and 
| surplus’ as of the date of making the loan.” 
| You are requested to SUBS TITUTE the foregoing 
| regulation for requirement No. 7 m& the circular letter of 
April 15, 1914, above mentioned. 

Respectfully, 
JNO. SKELTON WILLIAMS, 


Comptroller of the Currency. 





|The Federal Reserve System. 


The Federal Reserve banks have had an unevent- 
| ful career thus far, their total rediscounts and loans 
|as shown by the statement of December 24th being 
only $8,552,000, which compares with $7,383,000 on 

| November 27th, the date of the second statement, 
but the first one after all of the banks were fully 
| organized. The total cash holdings were $262,- 
470,000 on November 27th and ee 316,000 on De- 
| cember 24th. 





STATEMENT OF RESOURCES AND LIABILITIES OF EACH OF THE TWELVE FEDERAL 


RESERVE BANKS AT CLOSE 


OF BUSINESS DEC. 24, 1914. 


(In Thousands of Dollars) 








RESOU RCES 
Gold coin and certificates 
Legal tender notes, Silver 

certif’s and Subs. coin.. 


Phila. | 
17,588 


2,139 


Boston N.Y. 
12,395 | 85,401 
__ 673 | _ 16,885 


13,068 | 102,286 
97 620 
52| 2,477 


17,568 | 
_1,089 | 56 | 
18,657 | 8,488 

587 | 1,184 
150 60 


Total 
Bills discounted and loans 
All other resources 





Clev’d | Rich’d |Atlanta 
8,482 | 3,129 


2.077 


S.Fr’sco| 1 
14,023 


Total 
232,568 
__ 25.148 


Chicago St. oe M’npl’s, | Kas. City] Dallas 
38,669 | 9,179 | 9,567 | 10,179 | 6,438 


| | 
1,248 | __1| 528 | 191 


39.917 | 9,568 | 10,705 | 6,629 
3.034 103 | ‘508 
965 53 


792 





314 
128 





TOTAL RESOURCES.....| 13,217 | 105.383 | 20,269 | 19,344 | 9,732 


9,971 "3 


43,916 | 10,413 | 10,008 





LIABILITIES 
Reserve Deposits 
Federal Reserve notes in 

circulation—Net Amt... 
Capital Paid In 86 | 2,031 | 1,084 
TOTAL LIABILITIES.. | 13,217 | | _ 105,383 | 20,269 | 19,344 | 1 9,732 } 


ee 
| 


11,598 | 102,061 | 18,183 | 17,171 


142 


7,851 | 


787 | 
2086 | 2,031 














1.619 3,322 


10,849 | 7.280 
9,853 | 5,939 


385 
| is 


40,849 | 7,280 


15,011 | 271,683 P 





wa 


1,941 | 
" gi96 | 


43,916 | 


9,446 
44 
923 


13,565 | 249.786 


150 | 3,847 
1,296 | 18,050 


15.011 | 271,683 








a 9,194 
, 


814 
10,413 | 10,008 | 





| 


6,261, | 





10,849 





*As to the foot-note, page 94 of this Report, the National 
City Bank of New York states that it has never received 
under any Administration any information from the 
Treasury Department that it was not proper should be made 
public or that was not given out at the same time to every- 
body, who asked for it. The Bank is not in any respect 
hostile to the Administration at Washington; on the con- 
trary, it has been prompt to co-operate with it in all measures 
of public interest. Its liberal participation in the Gold Pool, 
the Cotton Loan Pool, and the New York City Loan Pool, 
have demonstrated its disposition to be of every possible 
service. 


Personnel of the Advisory Council, 


The following are the members of the Advisory Council 
created under the Federal Reserve Act: 
James B. Forgan, Chicago, President. 
Levi L. Rue, Philadelphia, Vice-President. 
Daniel G. Wing, Boston. 
J. P. Morgan, New York. 
W. S. Rowe, Cincinnati. 
George J. Seay, Richmond. 
Charles A. Lyerly, Atlanta. 
Rolla Wells, St. Louis. 
C. T. Jaffray, Minneapolis. 
E, F,. Swinney, Kansas City. 
J. Howard Ardrey, Dallas. 
Archibald Kains, San Francisco, 




















Federal Reserve Board and Advisory Council. 


The Federal Reserve Board announced its first conference 
with the Advisory Council. Two joint sessions were held, 
while the Advisory Council had two independent sessions. 
The independent sessions of the Advisory Council were de- 
voted to the election of officers, the perfecting of organiza- 
tion, and the preliminary consideration of matters submitted 
to it by the Federal Reserve Board. 


Mr. J. B. Forgan, of Chicago, was elected president of 
the Council, and Mr. L. L. Rue was elected vice-president. 

An executive committee consisting of Messrs, Forgan, 
Rue, Morgan, Wing and Rowe was also made. 

The Federal Reserve Board presented to the Advisory 
Council questions relating to such matters as: TIME DE- 
POSITS, THE USE OF ACCEPTANCES, AND THE 
ADMISSION OF STATE BANKS. 

It was voted not possible for the Advisory Council to 
reach any definite conclusion in the short time at its dis- 
posal, but an early meeting of its executive committee was 
determined upon and arrangements were made for com- 
municating the results of its deliberations to the Federal 
Reserve Board. 

At the joint meeting much of the time was spent in an 
interchange of views on the business conditions throughout 
the country. Each member of the Council described the 
situation in his own district. Credit conditions were re- 
ported exceptionally good, reserves abundant, and short 
term money cheap. With reference to State bank admis- 
sions, it was suggested that care be used in order to admit 
to the system only those institutions which were strong and 
capable of performing service in a commercial way, while 
at the same time taking pains to protect the National banks 
of the system in the full enjoyment of their privileges. 
Careful examination of all entering banks was recom- 
mended. 

It was stated that in many parts of the country State 
banks are ready and willing to seek admission to the 
system under proper conditions in substantial numbers. 


State Banks and the Federal Reserve System. 


December 8, 1914. 

The members of the Federal Reserve Board, sitting as a 
committee this morning, listened to a discussion presented 
by representatives of Trust Companies, Savings Banks and 
State Banks, members of Americar Bankers’ Associa- 
tion, with reference to the conditions under which institu- 
tions holding State charters may be permitted to enter the 
Federal Reserve System. 

Those present included Messrs. Hamlin, Williams, Hard- 
ing, Warburg, Delano and Miller of the Federal Reserve 
Board, and the following bankers: 

W. H. McCarter, President, Fidelity Trust Co., Newark, 








be 

John W. Platten, President, United States Mortgage & 
Trust Co., New York City. 

Oliver C. Fuller, President, Wisconsin Trust Co., Mil- 
waukee, Wis. 

A. + oa Vice-President, Girard Trust Co., Philadel- 
phia, Pa. 

John H. Mason, Vice-President, Commercial Trust Co., 
Philadelphia, Pa. 

B. "7 _ President, Home Savings Bank, Washington, 


George E. Lawson, Vice-President, Peoples’ State Bank, 
Detroit, Mich. 

A statement embracing the views of the bankers was pre- 
sented to the Board, as follows: 

The representatives of the banking institutions who are 
— to-day desire to express to your associates of the 

ederal Reserve Board their appreciation of the courtesy 
extended to them in permitting them to appear before you 
and of the efforts which have been made by your Board to 
meet the convenience of our committee in the tpone- 
ment of the meeting from December 2 until to-day. 

While we are appreciative of your efforts in this direc- 
tion, we nevertheless feel that sufficient time has not 
elapsed since the appointment of our committee by the 
President of the American Bankers’ Association, said com- 
mittee being appointed only on November 9, to have given 





proper and full consideration to the weighty problems in- 
volved in this subject and to have arrived at any conclusion 
in the settlement of the problems. 

The resolution passed by the American Bankers’ Asso- 
ciation, and under which this committee is acting, had for 
its object the suggestion of such change or changes in the 
Federal Reserve Act as would permit State chartered insti- 
tutions to enter the System and, as before stated and for 
the reasons given, the committee has been unable to offer 
any suggestions to the purpose for which they were ap- 
pointed, and if, in offering some suggestions as to the 
rules and regulations to be promulgated by the Federal 
Reserve Board, they have strayed afield from the purpose 
of their appointment, they would plead their desire of full 
co-operation with the Government in the furthering of the 
banking interests of the country by doing everything in 
their power to assist the Federal Reserve Board in the 
determination of the problems with which they are now 
confronted. 

While the Trust Companies have given a great deal of 
consideration involving the subject, frankly we are com- 
pelled to admit, for the reasons outlined in the beginning 
of my remarks, viz: The short time we have had between 
the date of our appointment and the date of this meeting 
that we have been unable to arrive at any conclusion among 
ourselves by which we could make any suggestions to you 
looking toward such amendments as might be made to the 
Act which would encourage Trust Companies to enter the 
System. 

Since, however, it is the intention of the Federal Reserve 
Board to promulgate certain rules and regulations, it may 
not be inappropriate to bring to your attention one or two 
thoughts which have occurred to us and which we would 
like to suggest to you for your consideration. 


POWERS AND RESTRICTIONS. 

Fourth. “State banks and trust companies may continue 
to exercise those banking or trust company powers granted 
them by their State charters when such powers are not in 
conflict with the limitations imposed by the Federal Re- 
serve Act or the regulations of the Board. No power, 
however granted, by a State charter which is not custom- 
arily exercised by a bank or trust company and which is 
not incident to the business of a bank or trust company, 
shall be exercised by any association (incorporated under 
the laws of any State) which becomes a member of the 
Federal Reserve System. The Reserve Board reserves to 
itself the determination as to whether these unusual powers 
are admissible and consistent. The applying bank must file 
with its application, as an exhibit, its statement showing 
powers granted to it by its State charter and those powers 
which it desires and intends to exercise.” 

It occurs to us that it may be difficult to determine what 
are the powers usually exercised by trust companies. Their 
powers are enumerated in the several State statutes under 
which they are incorporated. There is considerable differ- 
ence between the powers granted such companies by the 
different State laws. In addition to this some of the trust 
companies are operating under private charters and exer- 
cising not only the powers given under such charters, but 
also the powers given under the general statutes. 

Under these conditions an applying trust company will be 
confronted with the necessity of immediately determining 
what powers it would like to exercise in the future and 
possibly of being compelled to discard some of the powers 
granted by its charter because the Federal Reserve Board, 
which is a continuing power, might be of the opinion that 
some of these powers not customarily exercised were 
inconsistent with the Federal Reserve System and there- 
fore inadmissible. 

Our disposition being in every respect that of supporting 
the Federal Reserve Board and the recent banking legisla- 
lation we had thought possibly, after an opportunity had 
been afforded to the trust companies of watching the oper- 
ations of the Act as applied to National Banks, that later 
on any State chartered institution would be able to enter 
the System and, after a fair trial of the same, if it so de- 
sired, might retire therefrom. As the law now reads this 
cannot be done. The Federal Reserve Act opens the door 
for voluntary entry of State institutions, but does not per- 
mit voluntary exit except through liquidation. 

Sec. 10. “The Federal Reserve Board will from time to 
time make such amendments and adopt and publish such 
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additional regulations and by-laws as may be deemed 
necessary and advisable.” 

This regulation seems to us to contain elements of great 
danger to State chartered institutions entering the System 
and to impose hardships upon them which are not imposed 
upon national banks, for the duties, the privileges and the 
limitations as applied to national banks in the Federal Re- 
serve Act are defined and prescribed, while under this reg- 
ulation a future Federal Reserve Board may prescribe 
regulations for the conduct and management of State char- 
tered institutions which may be difficult to comply with, 
and the above-mentioned class of institutions would have 
no remedy or power to escape their enforcement except 
again by liquidation. 

In offering these comments, we trust that you will realize 
that, for the reasons I have already stated, they merely 
represent the personal views of the members of the legisla- 
tion committee of the Trust Company Section. 


Credit and Other Information. 


Regulation No. 4, promulgated by the Federal 
Reserve Board on November 10th, 1914, set forth 
the form in which credit information should be 
compiled by member banks and made available for 
Federal Reserve Banks. This regulation was to be 
operative on and after January 15, 1915. The fol- 
lowing statement issued to the Press on December 
19th explains that this regulation will not take effect 
until several months later. 


STATEMENT FOR PRESS. 


The Governors of the Federal Reserve Banks have ex- 
pressed the desire that the operation of Regulation No. 4, 
which under its terms was to go into effect on January 
15th, should be deferred for the present. This regulation 
relates to statements that member banks would be re- 
quired to receive from their customers in the future, and 
the unanimous opinion expressed by the Governors was 
that it would be desirable and helpful particularly to the 
country banks in many districts to allow ample time for 
both member banks and their customers to adjust their 
methods to these new requirements. 

The Board has, therefore, decided that Regulation No. 4 
shall not go into effect on January 15th, but that it will 
be held in abeyance for several months. A definite an- 
nouncement will be made in due course. It is the desire 
of the Board to facilitate the operations of the Reserve 
Banks in any way consistent with the law. 


Federal Reserve Board Independent of the Treasury. 


The Secretary of the Treasury made public on 
December 19th a legal opinion of the Attorney- 
General in which, after fully quoting from the law, 
he concludes with the following paragraph: 


“Tt is evident that, while the purpose of this clause 
was, amongst other things, to insure the preservation and 
supremacy of all existing powers of the Secretary of the 
Treasury in all cases where it might be claimed that such 
powers overlapped, or conflicted with those of the Fed- 
eral Reserve Board, nevertheless, by this very provision 
of the Act, clearly recognized the existence of powers of 
the Board independent of the Secretary in cases where 
no such conflict existed.” 








Directors of Banks : Interpretation of Section 8, of the 
Clayton Act. 





November 21, 1914. 
My Dear GovERNOR: 
A number of letters have been received from 
bankers and others asking for an interpretation of 
Section 8 of the Act approved October 15, 1914, and 


generally referred to as the Clayton Act. Section 
8 reads as follows: 





“That from and after two years from the date of the 
approval of this Act no person shall at the same time 
be a director or other officer or employee of more than 
one bank, banking association or trust company, organized 
or operating under the laws of the United States, either 
of which has deposits, capital, surplus, and undivided 
profits aggregating more than $5,000,000, and no private 
banker or person who is a director in any bank or trust 
company organized and operating under the laws of a 
State, having deposits, capital, surplus, and undivided 
profits aggregating more than $5,000,000, shall be eligible 
to be a director in any bank or banking association or- 

nized or operating under the laws of the United States. 

he eligibility of a director, officer or employee under 
the foregoing provisions shall be determined by the aver- 
age amount of deposits, capital, surplus, and undivided 
profits as shown in the official statements of such bank, 
banking association, or trust company filed as provided 
by law during the fiscal year next preceding the date set 
for the annual election of directors, and when a director, 
officer, or employee has been elected or selected in accord- 
ance with the provisions of this Act it shall be lawful for 
him to continue as such for one year thereafter under 
said election or employment. 


“No bank, banking association or trust company organ- 
ized or operating under the laws of the United States 
in any city or incorporated town or village of more than 
two hundred thousand inhabitants, as shown by the last 
agen 4 decennial census of the United States, shall 

ave as a director or other officer or employee any private 
banker or any director or other officer or employee of 
any other bank, banking association or trust company 
located in the same place: PROVIDED, That nothing in 
this section shall apply to mutual savings banks not 
having a capital stock represented by shares: PROVIDED, 
FURTHER, That a director or other officer or employee 
of such bank, banking association, or trust company may 
be a director or other officer or employee of not more 
than one other bank or trust company organized under 
the laws of the United States or any State where the 
entire capital stock of one is owned by stockholders in 
the other; AND PROVIDED FURTHER, That i 
contained in this section shall forbid a director of Class 
“A” of a Federal reserve bank, as defined in the Federal 
Reserve Act, from being an officer or director or both 
an officer and director in one member bank. 

“That from and after two years from the date of the 
approval of this Act no person at the same time shall 
be a director in any two or more corporations, amy one 
of which has capital, surplus, and undivided profits aggre- 
gating more than $1,000,000, engaged in whole or in part 
in commerce, other than banks, banking associations, trust 
companies and common carriers subject to the Act to 
regulate commerce, approved February fourth, eighteen 
hundred and eighty-seven, if such corporations are or 
shall have been theretofore, by virtue of their business 
and location of operation, competitors, so that the elimina- 
tion of competition by agreement between them would 
constitute a violation of any of the provisions of any of 
the anti-trust laws. The eligibility of a director under 
the foregoing provision shall be determined by the aggre- 
gate amount of the capital, surplus, and undivided profits, 
exclusive of dividends declared but not paid to stock- 
holders, at the end of the fiscal year of said corporation 
next preceding the election of directors, and when a di- 
rector has been elected in accordance with the provisions 
of this Act, it shall be lawful for him to continue as 
such for one year thereafter. 

“When any person elected or chosen as a director or 
officer, or selected as an employee of any bank or other 
corporation subject to the provisions of thi#Act is eligible 
at the time of his election or selection to act for such 
bank or other corporation in such capacity his eligibility 
to act in such capacity shall not be affected and he shall 
not become or be deemed amenable to any of the pro- 
visions hereof by reason of any change in the affairs of 
such bank or other corporation from whatsoever cause, 
whether specifically excepted by any of the provisions 
hereof or not, until the expiration of one year from the 
date of his election or employment.” 

It will be observed that paragraph one and paragraph 
three each begins, “That from and after two years from 
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the date of the approval of this Act,’’ while paragraph two 
contains no such provision. The question has accordingly 
been raised whether or not h two becomes im- 
mediately effective or after the expiration of two years 
from the approval of the Act. An analysis of this sec- 
tion will show that paragraph one and paragraph two 
both deal with the question of qualification of directors 
serving on the Boards of banks organized under the laws 
of the United States while paragraph three has reference 
to corporations e in whole or in part in commerce 
= to Seren Paes gh ee sh 
‘aragraph one and paragrap! ree each begins wi 
the word ET hat” which introduces the grammatical object 
of the enacting phrase, and as the second paragraph has 
no such introductory word and deals with the same gen- 
eral subject-matter as paragraph one, it seems entirely 
clear that paragraphs“one and two constitute one enact- 
ment and that the provisions of paragraph two become 
effective at the same time as the provisions of paragraph 
one,—namely, two years after the passage of the Act. 
ba view is borne out by an analysis of paragraphs one 
and two. 





Paragraph one provides in effect that no person shall | 
at the same time be a director, officer or employee of 
more than one bank organized or operating under the | 
laws of the United States, if such person is a director, | 
officer or employee of a bank having aggregate resources | 
of more than five million dollars. If such person is a 
director, officer or employee of a state bank having aggre- 
gate resources of more than five million dollars, he shall 
not be eligible to serve as a director, officer or employee 
of any bank organized or operating under the laws of 
the United States. 

Paragraph two provides in effect that no person shall | 
be a director in a bank organized under the laws of the 
United States and located in a city of more than two 
hundred thousand inhabitants if such person is a director 





of any other bank, banking association or trust company 
located in the same place. There are certain exceptions | 
to this provision, namely— : 

(a) Mutual savings companies having no capital stock | 
are excluded. 

(b) Class “A” directors of Federal reserve banks may | 
serve as directors of other banking institutions in the 
same place. 

(c) A director, officer or employee of one banking 


association in such city may be a director, officer or em- | 





they are designated as obligations of the Government, there 
is no reason to fear that they will give trouble by reason of 
possessing that character, although it would have been 
preferable had the responsibility for them not been as- 
ba re the Government. 

Mr. Willis, however, expressed regret that the National 
Bank notes still remain in circulation protected by Gov- 
ernment bonds with no very positive or effective pro- 
vision for their early retirement in a satisfactory manner. 
He further pointed out that the provision for Federal Re- 
serve bank notes (not Federal Reserve notes) contained 
in the Act, might, under certain conditions, practically 
perpetuate the equivalent of the National Bank notes for 
a good while, and expressed the opinion that this would 
militate ayainst the quick introduction of a satisfactory 
elastic currency consisting exclusively of Federal Reserve 
notes, 

Mr. Willis also expressed the opinion that the green- 
backs should be retired and their place taken by Federal 
Reserve notes. 


Revised Schedule for Hearing Protests. 


_ The Federal Reserve Board has revised and added to 
its schedule for the hearing of protests against the draw- 
ing of the Federal Reserve map as follows: 

The protest of Baltimore against the namin 
mond as a Federal Reserve City, January 6 
Pittsburgh against Cleveland, 
in New Jersey against being included in the Philadelphia 
rather than the New York district, January 20th; that of 
Wetzel and Tyler counties, W. Va., against being included 
in the Richmond rather than the Cleveland district, Janu- 
ary 27th; that of banks in Nebraska and Wyoming against 
being included in the Kansas City rather than the Chicago 
district, February 3rd; that of the banks in the Southern 
tier of Counties in Oklahoma against being included in the 
Dallas rather than the Kansas City district, February 10th; 
that of Stewart, Montgomery and Robertson counties in 
Tennessee against being included in the Atlanta rather 
than the St. Louis district, February 17th. 


Employees May Receive Christmas Money. 


The Federal Reserve Board has received manv in- 
quiries from member banks with reference to the ques- 
tion whether pera of additional compensation at 
Christmas, as heretofore, be voted to officers and em- 





of Rich- 
; that of 
January i3th; that of banks 





ployee of not more than one other bank or trust company | ployees of such banks or whether the voting of such pay- 
organized under the laws of the United States where! ments of compensation would constitute a violation of 


the entire capital of one is owned by stockholders in the | Section 22 of the Federal Reserve Act. The Board is 


other. 

It will, therefore, be observed that these two paragraphs | 
relate to the question of what persons are eligible to) 
serve on the Board of Directors of a bank organized under | 
the laws of the United States, or to serve in the capacity | 
of officer or employee of such b 


| pensation o 


advised by Counsel that any ruling by the Federal Reserve 
Board would afford no protection to an officer, director 
or employee who might become liable under the pro- 
visions of Section 22. It is, however, of the opinion that 
where such pre constitute a regular part of the com- 

employees or officers and are granted with 


This being a Federal statute it cannot, of course, relate | that distinct understanding a payment at Christmas or at 


to the qualifications of state bank directors but merely | 


the end of the year consistent with general business prac- 


provides that persons who are directors of state banks| tice does not constitute an infringement of Section 22, 


under certain conditions shall be ineligible to serve as 
directors of banks organized under Federal law, and since 
both paragraphs relate to this one subject, there would 


separate enactments. 
Respectfully, 
(Signed) M. C. Elliott, 


Hon. Charles S. ———. 


overnor, 


Secretary Willis on the Currency. 





In speaking before the American Institute of Banking, 


Mr. H. P. Willis, Secretary of the Federal Reserve Board, | 90 
discussed particularly the question whether the currency | Longer.... 
of the country has been reduced to a satisfactory basis | 


by reason of the passage of the Federal Reserve Act. 
Mr. Willis pointed out that the Federal Reserve notes 
provided for by the law fulfilled the requirements of an 


elastic. and safe currency, and he noted that although | Longer... 


Counsel. | 


| Longer... 
ie days... 


| but is an element in the regular and legitimate compensa- 
| tion of employees or officers in question. 


seem to be no justification for treating them separately | 
as there is nothing to indicate that they constitute two | 


Discount Rates December 31, 1914. 





_The rates in force at the close of December at the 
different Federal Reserve Banks were as follows: 


Boston New York Philadelphia 
4% 4% 4% 
5 5 5 
5 5 5 
6 5 6 
Richmond Atlanta Chicago 
5 4% 


5 5 
5% 5% 
6 6 


Cleveland 
5 
5% 
6 
6 

St. Louis 
5 
5% 
6 
6 

San Francisco 

4% 
5% 
6 
6 


THE NATIONAL CITY BANK OF NEW YORK. 


30 days... 
60 days... 
90 days... 


60 days... 
days... 


5 
5% 
6 


Minneapolis KansasCity Dallas 


30 days... 
60 an... 
90 days. 


5 
5 


5 
5% 
6 5% 


6 


5 
5% 
6 
6 











